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Compilation and Review
A New Concept of Accounting Services

By Carol S. DeHaven and Donald L. DeHaven

In the early 1970’s, the increasing
complexity of financial reporting re
quirements led many accountants to
conclude that separate standards and
procedures should be developed for
some businesses. The Accounting
Standards Division of the American
Institute of Certified Public Accoun
tants responded to this concern, in
part, by undertaking a study of the ap
plication of generally accepted ac
counting principles to smaller and/or
closely-held businesses. Among the
recommendations from their study was
that the unaudited report, especially
the “internal use only” disclaimer, be
reconsidered.
The AICPA subsequently estab
lished the Accounting and Review
Services Committee to reconsider all
aspects of AICPA pronouncements
regarding a CPA’s association with
unaudited financial statements. In
1977, the committee was designated a
senior technical committee with
authority to develop standards of re
porting on accounting and review
services that a CPA may render in con
nection with unaudited statements of
nonpublic entities.1
One result of this designation was to
structurally divide the authority for
standard setting relating to unaudited
statements between two committees:
the Accounting and Review Services
Committee for nonpublic entities and
the Auditing Standards Executive
Committee for public entities. To
achieve this transfer of standard-set
ting authority, certain portions of
Statements on Auditing Standards
(SASs) affecting nonpublic entities will
be superseded as standards are issued

by the Accounting and Review Serv
ices Committee.
It should be noted that the authority
for establishing accounting principles,
including financial statement dis
closure requirements, remains with the
Financial Accounting Standards
Board. The FASB has devoted some
attention to the concerns of nonpublic
entities, as evidenced by its adoption
of FASB No. 21. Statement No. 21 sus
pends earnings per share and segment
information reporting requirements
for nonpublic enterprises.

SSARS No. 1
Pronouncements of the Accounting
and Review Services Committee are
known as Statesments on Standards for
Accounting and Review Services,
hence the acronym SSARS. The first
statement issued by the committee,
“Compilation and Review of Financial
Statements,” is intended to define the
types of services possible and related
reports that a CPA may render in con
junction with unaudited financial
statements. The accompanying article
by Carol Hardan, “Compilation and
Review: Definitive Services,” differen
tiates types of unaudited services and
presents examples of accountants’ re
ports which would result from each.
The purpose of this article is to de
scribe some of the factors which should
be considered in evaluating and imple
menting the statement.
It is important to realize from the
first that the entire area which was pre
viously referred to as unaudited has
been separated into two parts: com
pilation and review. No longer will a
presentation of financial statements be

considered as either audited or
unaudited; the statements will be
either audited, reviewed or compiled.
Even so, the term unaudited may con
tinue in use. If it does, it will have
meaning in a general sense only and
the term itself will no longer appear on
the face of the financial statements.
A major part of the impetus for this
change in the unaudited area was that,
in the past, all unaudited financial
statements bore the same disclaimer of
opinion regardless of the extent of pro
cedures performed by the CPA. The
accountant was not able to issue a re
port which described the service being
performed or any conclusions which
had been reached.
SSARS No. 1 provides accountants
with a means of communicating more
clearly to clients and third-party users
the level of assurance, if any, that is
expressed on the information in the
financial statements.
Levels of Assurance
The lowest level of assurance is that
expressed by the compilation report
based upon a compilation service. The
compilation service relies almost ex
clusively on source data or summary
information from the client. Although
the CPA may choose to analyze, verify
or corroborate the information
received, compilation standards do
not require any such procedures.
Furthermore, SSARS No. 1 does not
permit the CPA to specify in the report
whether any procedures were per
formed. Thus, the standard form of the
accountants’ report properly contains
a warning to the statement reader that
no assurance can be expressed on the
financial information based on com
pilation procedures.
In other words, the compilation
service consists of presenting informa
tion supplied by the client in the form
of financial statements. Accommoda
tion typing or reproducing of financial
information is no longer permitted as
the CPA is required to read the state
ments and see that they are free from
obvious material errors and are pre
sented in appropriate form. The CPA
has the responsibility to request addi
tional information from the client if
the information received, on its face,
appears incorrect or incomplete.
Furthermore, a CPA may not ignore
information, whether obtained from
current work and data or from pre
vious work, experience or training,
which indicates that the financial state
ments are in error.
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and annual statements may be either
compiled or reviewed. For example,
the owner of a small owner-operated
business may want an income state
No longer will a presentation ment quarterly to assist in planning for
of financial statements be and managing the business. Since the
considered as either audited owner is the person responsible for
gathering the information, as well as
or unaudited.
for the reliability of the information,
no further assurances may be desired.
As a result, a compilation service
would be adequate. However, if the
same owner is reporting to a lender,
such as a bank, and the lender wanted
While the accountant is required to a higher level of assurance than a com
present the financial statements in ap pilation report provides, the income
propriate form, the appearance of the statement could be reviewed.
statements may or may not be a proper Similarly, at year end many businesses
reflection of the underlying financial may want reviewed or audited annual
data. The phrase in the compilation re statements to increase the reliability
port, in the form offinancial statements, of the information even though serv
is intended to alert the reader that, ices leading to a lower level of
even though the financial information assurance may be useful and adequate
may appear reliable, few procedures for interim statements.
were performed.
The standards and procedures pro
The next level of assurance is that vided by SSARS No. 1 also apply to
expressed by a review report based reports for not-for-profit organiza
upon a review service. A review serv tions. The statement provides that
ice relies primarily on information compilation and review reports may be
from management which has been sub issued on financial statements pre
ject to inquiry and analytical pro pared in accordance with another
cedures. These procedures are sub comprehensive basis of accounting, so
stantially less than those in an audit long as that basis of accounting is
because independent verifications and disclosed.
confirmations are not made; and yet,
they are more than those in a compila The Time to Decide
The issuance of SSARS No. 1 pro
tion service. As a result, the CPA’s re
vides
an opportunity for the CPA and
port expresses limited assurance on the
the
client
to discuss and reconsider the
financial statements.
Review and compilation services are type of service really needed. One fac
similar in that the procedures required tor to consider would certainly be the
are not sufficient for the CPA to assure amount of the accountant’s fee. The fee
the reader that all necessary adjust for a review service will most likely be
ments and disclosures have been made. more than that for a compilation serv
Review services are similar to audit ice because the required procedures
services in that, if the CPA firm is not will be more extensive.
To insure that the CPA and the
independent, no assurance may be
client
are in agreement as to the type of
given. Independence is lacking when
service,
level of assurance desired, and
the CPA has a direct or material in
the
resulting
fee, an engagement letter
direct financial interest in the entity
being reported on. Note, however, that is recommended. The engagement let
a CPA who is not independent can ter may specify the type of service to be
issue a compilation report as no performed, the anticipated wording of
the CPA’s report, a description of any
assurance is given.
The highest level of assurance is that additional services which may be
provided by an auditors’ opinion. An desired, a description of the limita
audit opinion results from a review of tions of the engagement, an explana
internal control, tests of the account tion of the fee arrangements, and an
ing records, and examination and con identification of the financial statefirmation of the information in the fi ment(s) along with other supplemen
tary information, if any, that is to be
nancial statements.
The level of assurance needed is not covered by the CPA’s report.
There are other reasons why it is im
determined by the time period covered
portant
to determine the statement(s)
by or the contents of the financial
to
be
covered
and the level of
statements. Therefore, both interim
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assurance to be given before the CPA's
work is begun. Basically there are
restrictions on the CPA’s ability to
change an engagement from an audit
to a review or a compilation. Before
agreeing to a change, the CPA must
evaluate the reasons for the change
from an audit, the amount of added
effort which would be required to
complete the audit and the estimated
additional cost to complete the audit.
In any case, information regarding
noncompliance with generally ac
cepted accounting principles which
may have come to the CPA’s attention
cannot be ignored in issuing a report.
Red Tape?
Is this new professional standard a
way of increasing red tape and, conse-
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quently, increasing accounting fees?
NO. The standard was developed to
more closely reflect the level of serv
ices being performed and, per se, no
additional financial statements nor fi
nancial statement disclosures are re
quired by SSARS No. 1.
Departures from the full set of fi
nancial information that is collectively
called “financial statements” are still
permitted if disclosed properly in the
accountants' report. For instance, if a
client desires only an income state
ment, this new standard does not also
require the presentation of a balance
sheet, or footnotes. In such a case, the
first two paragraphs of the CPA’s re
port would be unchanged and a third
paragraph would be added:
Management has elected to omit sub
stantially all of the disclosures, the bal
ance sheet and statement of changes in fi
nancial position required by generally
accepted accounting principles. If the
omitted disclosures were included in the
financial information presented, they
might influence the user's conclusion
about the company’s financial position,
results of operations, and changes in fi
nancial position. Accordingly, the finan
cial statement presented is not designed
for those who are not informed about
such matters.2

The above modification is only one
of a variety of such modifications.
Statement No. 1 contains other exam
ples that are too numerous to mention
here.
Conclusion
During this time of transition3,
SSARS No. 1 will generate much dis
cussion among CPAs, their clients and
other financial statement users. The
change will also present a special op
portunity for a review of existing
agreements between clients and CPAs.
After exploring the various alterna
tives and restrictions of the new stan
dard, clients will be able to select the
service that more closely matches their
needs. The CPA will be able to express
a level of assurance that more closely
reflects the conclusions reached. While
instant understanding is not likely to
occur, the changes and clarifications
provided by Statement No. 1 should
enhance the users’ ability to under
stand the CPA’s association with
unaudited financial statements and,
thereby, the credibility of the CPA. □
FOOTNOTES
1A nonpublic entity is one which is not re
quired to file financial statements with a
regulatory agency in connection with the sale or
trading of its securities in a public market.
2Paragraph 21, SSARS. No. 1.
3The effective date of SSARS No. 1 is for
periods ending on or after July 1, 1979.

Compilation and Review
Definitive Services

By Carol B. Hardan

Unaudited financial statements
comprise a significant segment of the
services provided by certified public
accountants. For the past half century,
the accounting profession has grappled
with reporting procedures for both
audited and unaudited financial state
ments. However, because the pro
nouncements with respect to
unaudited financial statements were
quite limited, the services performed
by the CPAs issuing reports on
unaudited financial statements varied
greatly.
After careful consideration and in
order to establish uniform standards,
the American Institute of Certified
Public Accountants has now issued
“Statement on Standards for Account
ing and Review Services No. 1”.1 This
Statement provides for two levels of
reporting by CPAs on unaudited fi
nancial statements. These two levels,
compilation and review, as differenti
ated from an audit, are summarized in
this article as a reference for financial
statement users so that they may more
readily recognize the degree of respon
sibility the CPA has assumed.

Compilation of Financial Statements
The first level of responsibility relat
ing to unaudited financial statements is
a compilation.
A compilation consists of present
ing, in the form of financial statements,
information that is the representation
of management. The accountant does
1“Statement on Standards for Accounting
and Review Services No. 1, Compilation and
Review of Financial Statements”, effective for fi
nancial statements for periods ending on or
after July 1, 1979.

not express any assurance on the state
ments presented.
In order to perform a compilation of
financial statements, the accountant
should:

• Possess a level of knowledge of
the accounting principles and
practices of the industry in which
the entity operates.
• Possess a general understanding
of the nature of the entity’s busi
ness transactions, the form of its
accounting records, the stated
qualifications of its accounting
personnel, the accounting basis on
which the financial statements are
to be presented and the form and
content of the financial state
ments. This knowledge ordinarily
is obtained through experience
with the entity or through inquiry
of entity’s personnel.
• Read the compiled financial state
ments and consider whether they
appear to be appropriate in form
and free from obvious material
errors.
The accountant is not required to
make inquiries or perform other pro
cedures to verify, corroborate, or
review information provided by the
entity. However, if the accountant
becomes aware that the information
supplied by management is incorrect,
incomplete or otherwise unsatisfac
tory, he or she should obtain addi
tional or revised information or with
draw from the compilation engage
ment entirely.
The requirements relating to finan
cial presentation and footnote dis
closures are the same whether for
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